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DRIFTING» 


HERE are times when various charts showing realestate trends are mov- 
aT ing definitely either up or down. There is no such pronounced movement 

at the present time, nor does it seem that we are poised to take off in 
either direction. For the remainder of this year we expect real estate to drift 
along about at its present pace, while other factors in the economy are making 
up their minds as to whether they will help or hinder the recovery. 


The urgency is no longer present in the housing demand. While residential 
building is exceeding a year ago, this is due primarily to the building of multi- 
family dwelling units, many of which stand at least partially vacant at comple- 
tion. How much longer we can continue to build for a market some months or 
years hence is problematical. It is true that the “population explosion” will 
eventually fill these rental units, but will this occur in time to keep solvent 
projects built with excessive mortgages and insufficient capital to weather the 
initial period? 


While it seems that there are many reasons for thinking that recovery is 
underway in general business, there are still many factors which are not yet 
pulling up. Some of the positive and negative factors are shown on the follow- 
ing pages. 


The chart on the next page is concerned primarily with inventories. The 
top panel would indicate that during the past six months manufacturers’ sales 
have shown a substantial pickup. Inventories during this period have shown 
relatively little change. If the upward trend in sales continues, it will be nec- 
essary to increase inventories, although it is apparent from this chart that 
better controls and faster shipments have resulted in a smaller inventory to 
sales relationship than was necessary in 1939. 


While wholesale activity has shown a slight pickup in the last six months, 
there has certainly been no pronounced trend since the middle of 1959. Inven- 
tories have shown a slow but consistent increase for the last 23 years. 


The rea) test of the recovery is, of course, in retail sales. Unless the ul- 
timate consumer will take the goods off the shelves, other increases cannot be 
maintained without clogging the pipeline. The chart on page 546 would indicate 
that this recovery has not yet been assured. 
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The chart on liabilities of business failures below is relatively encouraging 
if the trends are considered for the past few months only. For the first 7 
months of this year, liabilities of failures exceeded the same period of a year 
ago by just more than one hundred million dollars, or 16 percent. If liabilities 
continue down during the next few months, it will be quite encouraging, but if 
they go up again by any large percentage, it would indicate that all of our trou- 
bles are not yet washed out and that further liquidation must take place. 


The spread on the following two pages is primarily concerned with various 
real estate barometers. The line showing real estate activity is based on the 
number of voluntary real estate transfers per 10,000 families. It has now de- 
clined for one year longer than it did from 1920 to 1933, but it is still consid- 
erably higher than it was then, and will probably not decline much farther un- 
less a general collapse in business were to take place, and this does not seem 
probable at present. The decline in mortgage activity has now continued for 
three more years than it did in the period that followed 1925 but here, too, the 
drop has not been so great. While no rapid increase is in sight, it looks as if 
the long decline is drawing to a close. 

The number of new dwelling units built per year per thousand families has 
had a very slight upward drift during 1961. Here, too, the outlook is for more 
of a sideways movement than a rapid recovery. Vacancies are too high to ex- 
pect a sudden spurt, and the values of existing buildings have been soft. These 


are not the factors which generally precede an increase in building volume. 
(cont. on page 550) 
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(cont. from page 547) 
Residential rents, toward the bottom of the chart, are still creeping higher, 
as they have been for the last fifteen years, »but the rate of increase is too 
slow to be stimulating. 


Interest rates on mortgages will probably show little change during the next 
six months, with more pronounced changes coming in the last half of next year. 
In our opinion, we have seen the bottom in interest rates for the present, 
meaning that this is a good time to finance the purchase of carefully selected 
real estate. 


The line showing the increase in wages in the United States shows why we 
can constantly afford higher standards of living. While, of course, part of this 
increase is due to the lower purchasing power of the dollar, the remainder 
results largely from the greater productivity of labor, due almost entirely to 
more efficient methods, tools, and machinery. The average family can afford 
a far better house than it could formerly without spending as great a percentage 
of its income for a house. We can expect a higher and more expensive type 
of housing in the next few years, just as the housing of today exceeds in quality 
that of some years ago. 


The stock market to us still represents the most dangerous part of the 
economic picture. It is clearly saying that it expects a great deal of addi- 
tional inflation, and it is probably right in this expectation. It seems to us, 
however, that this inflation is farther off than the market expects, and that in 
view of the immediate outlook, the market is much too high. 


Further inflation seems inevitable in the United States. With the intensifi- 
cation of the Cold War and with the various welfare programs which are now 
either actually in the works or in prospect, it is probable that inflation will 
exceed an average of 2 percent per year. This does not mean, however, that at 
the end of 4 years the purchasing power of the dollar will have declined by 8 
percent. It does mean that at the end of 10 years it will have declined bya 
minimum of 20 percent. We would not be surprised if in the next few years 
various reactions in the economy would prevent any radical increase in price. 
After some of these adjustments are completed, however, price rises could 
come quite rapidly. 


The ultimate consumer is being stubborn, or is showing good judgment, 
depending on the point of view. The chart opposite shows consumer credit 
from 1939 to the present, and it will be noticed that for the first time since 
1943 the total volume of consumer credit has dropped. This would indicate that 
the consumer is concerned about the outlook, and that he is trying to get him- 
self in a better cash position. If further adjustment in our economy is in pros- 
pect for the next year or so, he is wise, as he will probably have opportunities 
to buy on a more favorable market. If, on the other hand, inflation is already 
catching hold and will increase rapidly during the next few years, he is over- 
cautious, as during a period of rapid inflation the only wise man is the spend- 
thrift. A person who spends all he makes as fast as he makes it will actually 
get more goods and services in a period of rapid inflation than will the cautious 
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individual who saves his money and puts it out at interest which will not offset 
the loss in purchasing power. 


The chart below shows a comparison of the total labor cost index and the 
total material cost index on our standard six-room frame house from 1946 to 
the present. The building materials which go into this house cost less now 
than they did in 1956, and they cost considerably less than they did in the first 
few months of 1960. The general softness in the building market has resulted 
in intense competition among the building material manufacturers who must de- 
pend on volume sales for a profit. On the other hand, the labor cost going into 
our house has consistently advanced. There has not been a drop in the labor 
cost on our house since the latter part of 1948, and from the beginning of 1949 
to the present the labor cost has increased by 72 percent. In comparison, the 
building material cost over the same period has increased by 14.3 percent. 


From the standpoint of the consumer it is certainly unfortunate that the 
cost of shelter has advanced in this fashion during the postwar period. From 
the standpoint of the mortgage lender the increase in replacement cost new re- 
sulting from these increases in labor and material costs has resulted in selling 
prices of existing dwellings considerably higher than we would otherwise have. 
This has prevented a foreclosure level which we would probably now be expe- 
riencing had replacement costs remained constant. In a period of rapidly in- 
creasing construction costs, the increase in replacement cost new offsets de- 
preciation and obsolescence, as the most important single factor in the changes 
in selling prices of single-family residences is the cost of replacing them. 
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